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PRESIDENT’S REPORT 


| am particularly pleased to report that our 25th year of operation, 
ending February 28, 1979 produced the most satisfying results in 
the Company's history. While the rest of the industry in Canada 
found it extremely difficult to achieve their goals, due in part to a 
sluggish Canadian economy, Peerless Rug Limited maintained 
its pattern of growth and profit improvement. Sales for the fiscal 
year ended February 28, 1979 largely unaffected by inflation, 
increased 41% from $52,041,300 to $73,471,900, including 
$2,900,000 in the current year arising from the consolidation of 
McGrath Carpets Ltd. Net earnings for the year were $3,531,300 
compared to $1,059,700 for the previous fiscal period. Earnings 
per share were $1.76 compared to $0.53 a year earlier. The 
Board of Directors was pleased to declare a $0.04 per share 
dividend for the fourth quarter and a special $0.04 per share 
dividend for the year in recognition of these results. The Board 
has as well declared a $0.04 per share dividend for the first 
quarter of the current fiscal year. 


The Canadian carpet industry suffered through a difficult year 
which saw no growth at the manufacturing level. Upward pres- 
sures in raw material prices as a result of the world oil supply 
situation were evident throughout the year, but these increases 
were not entirely passed on to the consumer. It is expected, 
however, that inflation will become a more significant factor 
during 1979, as the industry is incapable of continuing to absorb 
the raw material and inevitable labour price increases. 


Notwithstanding the above, Peerless has managed to outper- 
form the industry, largely because of management’s dedication 
to aggressive marketing and efficient production. But our rapid 
growth has not been accomplished without financial strains. The 
constant need to upgrade and maintain our machinery and 
equipment resulted in capital expenditures in excess of 
$2,500,000 in 1978, and we anticipate having to expend addi- 
tional sums during the coming fiscal year. Receivables have 
risen substantially as have our inventories, and our cash flow has 
been somewhat impaired by sizable repayments of debt arising 
from our major expansion program in 1974. To help alleviate the 
problem, the Company, subsequent to year-end, concluded 
arrangements for a Series A Mortgage Bond issue for $6 million, 
bearing interest at 11-1/4%, and maturing in 1992. The entire 
issue was purchased by the Caisse de Dépét et Placement du 
Québec and the terms of the issue should permit us to continue 
our pattern of healthy and orderly growth in the coming years. 
The effect of this sale is reflected in our Balance Sheet of 
February 28, 1979. 


During the year, the Company became the sole owner of its 
Western distributor - McGrath Carpets Ltd., in which it already 
owned a 50% interest. On March 1, 1979, McGrath, whose sales 
had previously been concentrated in Alberta and British Colum- 
bia, expanded its operation into the Saskatchewan and 
Manitoba areas by opening a Distribution Centre in Winnipeg. 


McGrath Carpets Ltd., together with Peerless’ well established 
Ontario distribution network, gives the Company the kind of 
coverage required to properly serve Canada’s major markets. 
During the year, we also witnessed rapid growth of our export 
business. To consolidate and exploit this growth, in March 1979 
we acquired 40% of the equity in one of our major Australian 
distributors, Classic Wholesalers (PTY) Ltd. 


It is pleasing to note that all divisions of the Company contributed 
to its profit. Our Irish mill, our Blanket Division, our Scatter Rug 
Division, as well as McGrath Carpets Ltd. and Classic Whole- 
salers (PTY) Ltd., are all significant parts of our business, and we 
look forward to even better results from these areas in the years 
to come. 


Shortly after the close of the last fiscal year, the Company cele- 
brated the completion of 25 years of operation. During that time, 
we have been part of the extraordinary growth of a tufting 
industry which barely existed when we began in 1954, but which 
now accounts for 95% ofthe sales of carpet generated in Canada. 
We feel that with diligence and dedication, this industry can 
maintain a similar pattern of growth in the next quarter century 
and we have every intention of Keeping pace. At the time of 
writing, however, there are clear indications that the carpet 
industry will not have an easy year in 1979. Several sharp 
increases in the price of raw materials have already been 
implemented, and the Canadian carpet market does not seem to 
be anticipating significantly increased demand. While some 
Canadian carpet manufacturers are enjoying improved export 
sales as a result of the weak Canadian dollar, this will not be 
enough to offset the domestic problems. We have every intention 
of continuing to outperform the industry however, in order to 
maintain our pattern of growth and profit improvement. To the 
achievement of that goal, we once again will turn to our manage- 
ment team. Their efforts along with the support of the work force 
and the continued encouragement of our shareholders are 
responsible for having made this past year most satisfying. 


[the 7 


Bram Garber 


Montreal, June 22, 1979 
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FIVE YEAR FINANCIAL SUMMARY* 


OPERATING RESULTS 
(in thousands) 


Administrative and selling expenses......... 
Depreciation yn ¥ a Aah eee ee 
Interest on medium and long-term debt ...... 
Oihiermterest | i/o: otk es east eee beer as 
Earnings (loss) before income taxes ......... 
income taxes st42. 2. Hat irt asi Seek ee 
Extraordinary and other income (loss) ....... 
Net earings (loss): 2:28 fo... this 2a) ee 


PER SHARE 


Net eamings (loss)... 3. #2. 0. p40 28 yea 
EIVIGENOS: Festa hn a decile due oo Sua eee 


OTHER FINANCIAL DATA 
(in thousands) 


WOrdig Capital 2.0.4, val hich ol eens 
Property, plant and equipment (net) ......... 
Medium and long-term debt ................ 
Shareholders’ equity ...................... 
Capital expenditures ...................... 


Current ratio 


1979 


54,760 


$13,127 
12,312 


1978 


$52,041 
41,257 
6,765 
1,274 
417 

866 
1,462 
703 

301 
1,060 


$ 6,325 
10,821 
3,306 
12,049 
955 


1.3 


*Adjusted to give effect to retroactive changes in accounting practices. 


1977 


$40,035 
32,430 
4,420 
Vales 
486 

944 

634 

281 

42 

395 


$ 7,190 
Waza 
5,275 
10,989 
699 


Mee 


1976 


$0.17 


$ 6,257 
AA aV AS) 
5,293 
10,594 
1,080 


1.4 


1975 


$32,408 
26,470 
4,568 
996 
462 
634 
(722) 
(174) 
(332) 
(880) 


$(0.44) 
16 
5.13 


$ 7,236 
11,983 
6,799 
10,254 
2,125 


1.6 


4 SMILLIONS 


80 $MILLIONS 


net — 
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Peerless Rug Limited 


AND SUBSIDIARY COMPANIES 


CONSOLIDATED BALANCE SHEET 
as at February 28, 1979 


ASSETS 
Current assets: 
Accounts receivable- 


inventones.(Note'3)s 233. i.5)4.4 S04 Lad a atta eee a 
Prepaid and other items! oa. sib ies bhcalecelsts Hae Maas Bee 


Investment in 50%-owned company (Note 4) 
Property, plant and equipment: 
Land: # oth an nue 4h rut Per eee) 


Buildings’. 5.2 sageat sta det emt ane 
Machinery and equipment............ 


Less: Accumulated depreciation ...... 


Approved by the Board: 
Bram Garber, Director 


George J. Fisher, Director 


1979 


$15,910,200 


15,910,200 


22,149,000 
395,100 


38,454,300 


16,400 
6,022,400 


17,411,400 


23,450,200 


11,138,400 


12,311,800 


$50,766, 100 


1978 


$10,481,600 


2,385,700 


12,867,300 


13,977,400 
212,000 


27,056, 700 


469,000 


16,400 
5,647,200 


15, 140,000 


20,803,600 


9,982,800 


10,820,800 


__838,346,500 


1979 1978 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 
Bank and other short-term borrowings (Note 5) ......... $ 8,897,400 $ 9,181,600 
Accounts payable and accrued liabilities .............. 13,665,600 9,276,000 
icaMetaxes Davabie ow ge udyrite) fk fs toe Ff od ot a 844,400 506,600 
Current portion of long-term debt ..................... 1,919,700 1,767,700 
25,327,100 20,731,900 
Long-tenn cenit (Note Gy a ih on Rene Be low ones 7,157,000 3,306,300 
DEIEIFECHINCOMG tAXCS <b 6 Hi. 6 95 3 1k edu bre ta amlgudst flat 2,368,800 1,704,700 
MInOMIy MIEKEStAINOLe 7) (55h) ude edi as ns Btw wkd 493,400 555, 100 
Shareholders’ equity: 
Share capital- 
Authorized- 
4,000,000 shares without nominal or par 
value, for an aggregate considera- 
tion not to exceed $25,000,000 
Issued - 

2 OOO OOO. Sharess eet ea Ae eee 1,025,000 1,025,000 
Copmputed Surplus” 29 10 G22 e) a ee eee eS | 525,600 525,600 
ReisINed CAaMminOSs, wr tse t watack Me tale ised Leh te tees 13,869,200 10,497,900 

15,419,800 12,048,500 


$50,766, 100 


AUDITORS’ REPORT 


To the Shareholders of 
Peerless Rug Limited: 


$38,346.500 


We have examined the consolidated balance sheet of Peerless Rug Limited as at February 28, 1979 and the consolidated statements of earnings, 
retained earnings and changes in financial position for the year then ended. Our examination of the financial statements of the company and those 
subsidiaries of which we are the auditors was made in accordance with generally accepted auditing standards, and accordingly included such 
tests and other procedures as we considered necessary in the circumstances. We have relied on the report of the auditors who have examined the 
financial statements of another subsidiary. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at February 28, 1979 and the results 
of its operations and the changes in its financial position for the year then ended in accordance with generally accepted accounting principles 
which, after giving retroactive effect to the change in accounting for capital leases as referred to in Note 2, have been applied on a basis 
consistent with that of the preceding year. 


eae Aiactrhouse Cy, 


Montreal, Quebec. May 9, 1979 CHARTERED ACCOUNTANTS 


Peerless Rug Limited 
AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF EARNINGS 
for the year ended February 28, 1979 


1979 
Salest PALER Shaker Ri tisae dec ht tkmem aoe rat obey ote anes ee $73,471,900 
Gostotsalast et 3.8) cds hs bbb eed ee ae dae ds Stee eee 54,759,400 
Administration and selling expense ................. eee eee 10,429,700 
Depreciation 2k. Wrsie och ba es elk bc Wane hear ks Sie Pee ee ee 1,428,400 
intereston long-termidebt).')/0hy.'s fe) Raa te ELE ae ee 349,200 
Other intetest Goss sok kak tak dhe leas ba ckte eine ta. ee Bae ee 1,220,400 
68,187,100 
Earnings before incomes taxeS...........2 cc cece eee e cece eeenee 5,284,800 
Provision for income taxes: 
Gurreant. ta a Paks rs ase doe te thee ce ha a ae eee 1,094,700 
Deferred .b7.4..8 3. sii hia Ce ie eae ee 664,100 
1,758,800 
Earnings before the undernoted items ............. 0.0.0.0 eens 3,526,000 
Minorityiaterest (iy. Mae. Tak bos os Bo he eee (25,200) 
Equity in earnings (loss) before extraordinary items of 5|0%-owned 
company tte 0. uh eek Ree ele bs ee eee 30,500 
Earnings before extraordinary items ............... 2.0 e ee eae 3,531,300 
Share of extraordinary gains by 50%-owned company ........... —_ 
NELeaMINnGS 2.0) ke Val Mle ca ale ook wee tees ee Ee eee $ 3,531,300 
Earnings per share: 
Before extraordmary, items? J t/a) ae er ae Leak te eee $ 1.76 
After, extraordinary tems) 22 5.0 .kivs ahs a eee ee ee ee $ 1.76 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
for the year ended February 28, 1979 


Balance at beginning of year: 


As previously reported. £..4 4. )67.9% ¢ aud ed pe hed awed Gan eee $10,691,800 
Adjustment arising from change in accounting 

for capital leases (Notei2) \ 53354 i040 3h bce on ee eee ee (193,900) 

ASTestaied 50 0.t Oi ihse de tabioe cunt bia dokce hoe Ae ene, 10,497,900 

Net oarnungs? {i257 $4.0 s Fhe eee Aik bee, bee ee ee 3,531,300 

14,029,200 

Dividend paid — $0.08 pershare ................ 0... .c eee eee ee 160,000 


Balance at end of year 77 eA Lie Aah sts sk eee $13,869,200 


1978 


$52,041,300 


41,256,800 
6,765, 100 
1,274,200 

417,000 
866,400 


50,579,500 


1,461,800 


614,800 


88,600 


703,400 


758,400 


(70,900) 


687,500 
372,200 


$ 1,059,700 


03 


$ 9,591,400 


(153,200) 


9,438,200 


1,059,700 


10,497,900 


$10,497,900 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


for the year ended February 28, 1979 


Resources provided: 
Earnings before extraordinary items 
Add (deduct): 

Depreciation 
Deferred income taxes 
Other non-cash items 


From operations 
New debt 


Addition to working capital on full acquisition of a company 
previously 50%-owned (Note 3)- 


mvesimentrealized. 3.7.1: kee ee eee ea ey 


Less: Acquisition of net assets, net of working 


capital of $655,300- 
Fixed’aSsetss< 3.204: ka: $409,800 
Debt 7.0 ee ee ee tee (66,000) 


Resources applied: 


BUICMASE Ol I XOCVGSSEIS: 54.42 Gis 6 Deal a tthe sata eet ck © BE cbse 
LBuiopa Vileiala see hes. .o fe. x fabs Gia Sate Md a ce Sue os ie 
La SyAL Mea GTCrt ih Ok 0 RC A Phe cae te ee i, oy ee ee ee 
IVI Pete Be A ete. Oo ae Ree Riis Aes cata dose 


Increase (decrease) in working capital .....................00.. 
Working capital at beginning of year ....................2.2005. 


Working capital at end of year.............. 00... cece eee ee 


oe 6 © eee) ole ae lw SO le. BS ielin Wwe ea a) Bhs 0) 2a & 


1979 
$ 3,531,300 


1,428,400 
664,100 


(37,300) 


5,586,500 
5,704,400 


499,500 


343,800 


155,700 


11,446,600 


2,902,800 
1,919,700 
61,700 


160,000 


4,644,200 


6,802,400 


6,324,800 
$13,127,200 


1978 
$ 687,500 


1,274,200 
88,600 


70,900 


2,121,200 


2,121,200 


955,300 
1,969,000 
61,700 


2,986,000 


(864,800) 
7,189,600 


_ 6,324,800 


Peerless Rug Limited 
AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
February 28, 1979 


1. Significant accounting policies: 6. Long-term debt: 


stantially all the benefits and risks incident to ownership of property. 
The effect of this change was to decrease 1978 net earnings by 
$40, 700 ($0.02 per share) and 1977 by $40,800 ($0.02 per share). 
Capitalized value of such assets are included in property, plant and 
equipment and amount to approximately $500,000. 


. Inventories: 
1979 1978 
Finished goods" ...s. 4/244. 22. $11,266,500 $ 5,864,900 
Goodsiin.process 52.8 i /5. 3,574,500 2,948,900 
Raw materials .............. 7,308,000 5,163,600 
$22,149,000 $13,977,400 


. Acquisition of McGrath Carpets Ltd.: 

On November 1, 1978, the remaining capital stock of previously 
50%-owned McGrath Carpets Ltd. was acquired. The consideration 
paid was the equivalent of the book value of the underlying net assets 
amounting to $499,500 and was satisfied in cash and $270,000 notes 
payable without interest. The acquisition has been accounted for as a 
purchase and accordingly the results of McGrath operations since 
November 1, 1978 have been included in these consolidated finan- 
Cial statements. 


. Bank indebtedness: 


The demand bank loan and term bank loans are secured under 
Sections 86 and 88 of the Bank Act and under a general assignment 
of book debts. 


(a) Principles of consolidation- 1979 1978 
The consolidated financial statements include the accounts of the Bank loans (Note 5)- 
company and all its subsidiaries. Foreign currency accounts are Term loans, due 1980/83- 
translated into Canadian dollars under the current/non-current At Q% interest ............. $1,466,700 $2,566, 700 
method of accounting. At 1-1/2% over prime ...... 1,373,300 1,953,300 
(b) Inventories- 
Inventories of raw materials and goods in process are valued at Current liabilities re-financed by 
the lower of cost and replacement cost and inventories of finished issue of first mortgage bonds 
goods at the lower of cost and net realizable value. Cost has been under $6 million loan agree- 
determined on the first-in first-out basis for raw materials and on ment concluded in May 1979, 
an average cost basis for work in process and finished goods. at 11-1/4% interest, maturing 
(c) Property, plant and equipment- WisIGO73 9, « See ae LARA ese, 5,320,600 — 
Property, plant and equipment includes the cost of production 
facilities, renewals and betterments. Repairs and maintenance . 
are charged to income as incurred. Depreciation charged to ne morivave ete ie ees 
operations is based on straight-line rates of 2-1/2% for buildings aval rates from 6-1/2% to 
and 9% for machinery and equipment. Gains and losses on 9% eee eee 86,800 117,600 
disposal of fixed assets are included in earnings and the costs 
- and accumulated depreciation related to these assets are re- Note payable due in November 
moved from the accounts. 1981 without interest ........ 270,000 -— 
(d) Income taxes- 
Deferred income taxes arise as a result of claiming for income tax Capitalized lease contracts 
purposes maximum capital cost allowances which have been in 1979/83 442.300 394.600 
excess of depreciation recorded inthe accounts. Investmenttax ns ’ : 
credits are recognized, when claimed, as a reduction of income 
taxes. Otherloansts aver ark oh thee ae 117,000 41,800 
: 9,076,700 5,074,000 
- Capital leases: Less: Current portion.......... 1,919,700 1,767,700 
On February 28, 1979, with retroactive effect, the Company adopted Sa a 
lease capitalization accounting for those leases which transfer sub- $7,157,000 $3,306,300 


Amounts required to repay principal in the next five fiscal years are: 


1980 - $1,919,700; 1981 - $1,044,300; 1982 - $945,500; 
1983 - $405,900; 1984 - $422,700. 


. Minority interest: 


The account represents £257,000 6-1/4% redeemable cumulative 
preferred shares of a subsidiary, being redeemed annually at the rate 
of £25,700. 


. Commitments and contingent liabilities: 


There are operating lease commitments amounting to $565,200 in 
fiscal 1980 with decreasing annual amounts until 1990. 


. Statutory information: 


There are eleven directors (four of whom are also officers) whose 
remuneration as directors aggregated $22,400 in fiscal 1979 
($11,200 in 1978) and eleven officers whose remuneration as officers 
aggregated $552,500 in 1979 ($445,600 in 1978). 
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